FUNCTIONAL MARKET ECONOMY AND SOCIAL EFFICIENCY Emil Dinga? Abstract The paper brings a point of view that aspires to connect three concepts: a) the social justice; b) the social rightness; c) the functional market economy (FME) It is shown that the FME must verify some features (at structural and functional levels) in order to deliver both the social justice and the social rightness In the context, a series of arguments, of economic and of non-economic nature, are convened to describe the best way in which the FME could conciliate the economic criterion with the social criterion in distributing the economic product or, that is the same, the social justice with the social rightness The conclusions are useful for building up a sustainable economic system, based both on the economic and on the social pillars Key-words: functional market economy, social justice, social rightness, merit, fairness JEL Classification: A13, H21, I31 1 Introduction Any political party (already existing party or a potential one) must accept the idea that the source of the society welfare (and therefore the source of its electoral chances) is the functional market economy, i e the way of organizing and functioning of the economy that offers the possibility for private initiative (as a consequence of the private property domain), for free and legal competition and for choices based on economic reasons1 So, there is a trans-party-minded and trans-ideological hard core made up of all the components that unite all the political parties (already existing or potential ones): building a functional market economy in a valid way This nucleus can be called the economic basis of the economic reform and as we have already presented, it is inherent to any rational and successful project within the radical process of economic reform and of economic transition Besides the economic basis of the economic reform, the political "color" for each party is constituted: leftwards - accentuates the social aspect of the reasoning projection, rightwards - accentuates the individual aspect of this projection; leftwards, the social justice is promoted, rightwards, the merit is promoted If in science the fundamental element that assures success is the radicalism of the accepted hypothesis2, in practice (politics) the fundamental element that assures success is a mix of instruments such as "softening" the extreme (radical) hypothesis, "the middle way" as the frequently used expression says That is why any political party (and by extension, any social structure that aspires to be a "voice" in the "concert" of building or rebuilding the society) must define the "way" as an institutional instrument in the field 2 What is the social efficiency of the functional market economy (FME) By social efficiency of the FME we understand the assembly of economic effects (of any type, but generally expressed in a monetary way) that have repercussions over the individuals or over the homogenous categories of individuals, participants or not in obtaining of the available "economic substance" (current or historical) Consequently, the social efficiency of the FME can have the following main determinations: - participative determination (this is a purely economic criterion): the part of the economic substance properly available to individuals and homogenous categories of individuals, on the basis of correct measures of contributing to the obtainment of the available economic substance; - natural determination (this is a purely social criterion): the part of the economic substance properly available to individuals and homogenous categories of individuals, on the basis of the quality of people protected by the state under the implied conditions of the social contract By taking into consideration only the participative determination (or contributive determination) we obtain the "merit-based social behavior", proper for the political attitudes (that also characterize the non-political civil structures) that include center, center-right, and extreme right of the axiological spectrum By taking into consideration only the natural determination (or the non-economic determination) we obtain the "pancratic-based social behavior", proper for the political attitudes (that also characterize the non-political civil structures) that include center, center-left, and extreme left of the axiological spectrum The most important problem about the social efficiency of the FME is not choosing of distributional criterion of available economic substance (purely economic, purely social or intermediary criterion) but that of sustaining (more exactly, self-sustaining) the functioning of this criterion In other words, the question arises: which criterion (or combination of criteria) assures the most adequate distribution of the available economic substance so that this substance at least reproduce itself (and dynamically preserve itself) if not increase itself Or, how is it possible for the available economic substance created by the FME to have as effect at least maintaining if not increasing the potential of the FME of reproducing or increasing that substance We can observe that two essential elements appear from the above question: 1) the source of available economic substance - that is, FME; 2) the institutional procedure of distribution (consume) of the available economic substance On the basis of the above discussion, a general definition of the FME social efficiency results: it is that way of distributing the available economic substance (the current and the historical ones) that assures at least the reproduction of the FME potential from an operational and axiological point of view Assuring the reproducibility of the available economic substance from an operational point of view is obtained by verifying the purely economic criterion of the available economic substance distribution, but assuring the reproducibility of FME from an axiological point of view is obtained by verifying the purely social criterion of the available economic substance distribution We will analyze some elements of the definition: a) the well known problem of the equity and efficiency trade-off is maintained in the field of available economic substance: the equity is completely verified by the purely economic criterion - in the sense that the equity means the unequal number of participants at the substance distribution, unequally generated by the right unequally, while the efficiency represents an element that is simultaneously checked by the economic and the social criteria b) the introduction of the FME distribution social criteria is independent of the efficiency aspect as it is defined by the standard economic theory; this criterion is exclusively based on reasons related to the natural right and to the generic social contract between the state and the society Therefore, we can admit the fact that the institutional concept of FME social efficiency accepts derogation from the merit principles (that is, by applying just the purely economic criterion in available economic substance distribution) with the purpose of assuring an axiological base (social, popular) of the society structure perpetuation on the basis of the FME paradigm Taking all these into consideration and as we will see in the following paragraph, there are functional limits (and of course structural ones) in what concerns the purely social criterion of available economic substance distribution, limits that must be followed for assuring the FME self-sustainability 3 How can the FME social efficiency be realized The simultaneous verification of the two criteria mentioned above can be done only through social justice institutionalization, i e only by placing the political attitude (of the political parties and of the non-political civil structures) in the central area of the social values For clarifying the above statement, we will define a few fundamental concepts that allow us to carry on our analysis By economic efficiency we understand the achievement of an economic state in which the effect of the economic consumption resources (of any kind) overpasses (monetarily) the cost of the consumed resources By economic equity we understand the way of economic effects (available economic substance) distribution that follows, structurally, the contributive structure of the economic subjects participants to the obtaining of the economic effect (merit effect)3 By social justice we understand that way of distribution of the available economic substance that assures for all the social subjects (individuals or homogenous categories of individuals), regardless of the contribution brought to obtaining the available economic substance, the verification of the essential conditions of the human existence (defined outside the economic paradigm)4 In this case, the distribution criterion is non-economic The typical case of social justice refers to the assurance of a minimum level of income proper for living or to the assurance of a maximum level of income that is at the limit of institutional poverty border The social justice is necessary out of various reasons that have as common feature their independence in report to the FME functioning: natural disabilities of individuals to participate in obtaining of the economic substance (for example, physical incapacities or intellectual incapacities); differences of initial substance of economic potential or of general or professional education; accumulation of some economic difficulties generated by the natural attitudes (e g large families) In this context, we can say that the social justice assures undeserved but fair5 distributions of the available economic substance By social rightness we understand that way of distribution of the available economic substance that assures the repairing of the losses that result from FME functioning So, unlike the social justice, which is compensatory, the social rightness is repairing We must mention that the repairing of the losses produced by the functioning of the FME (e g repairing losses produced by entering into the unemployed class, or losses caused by inflation) has characteristics of social justice and of economic distribution with the purpose of efficiency (efficacy) So, on one hand repairing the losses produced by entering the unemployed class has a purely social scope (assuring a minimum income because the social justice asks for it) and, on the other hand, has a purely economic goal (maintaining a consumption/demand level that sustains FME) The problem is similar in the cases of repairing the effects of the inflation over the individuals with low/fix incomes We can say that the social rightness assures a deserved but not fair distribution of the available economic substance6 So, we notice from analyzing the concepts presented above that the social rightness is the institution that manages to combine the economic and the social criterions, therefore, to assure the operational and axiological sustaining of FME Not even the elements that claim the social justice and nor the elements that claim the social rightness can be ever completely eliminated Pragmatically, we must eliminate from the discussion the FME social efficiency, the social justice problem, accepting that a certain undeserved redistribution of the available economic substance must be done without operating economic criteria of this redistribution Under these circumstances, the fundamental correlation required by the FME social efficiency problem is that related to the FME social rightness Consequently, the social justice is required to create an institutional-normative frame for assuring the FME social efficiency 4 A few elements about social rightness institutional projection Assuring the social efficiency of the functional market economy must have as basis a specific institutional construction We believe the following institutional construction elements of the social rightness are necessary: 1 regarding the social rightness principles - FME generates, in a necessary but not programmed7 way, social injustice, manifested by distresses from the available economic substance distribution from the deserved distribution of this substance, regarding the direct contributors to the available economic substance realization - the social injustice is not imputable to any formal or informal social court of law - the social injustice produces social lack of interest, with negative effects on the FME social support - there is a "social injustice intangible fund" necessary for assuring the economic substance required for realizing the social justice8 - the social rightness performs a partial reparation regarding the deserved distribution of the available economic substance We observe the following phenomenon: a) left to right, the assembly of social justice and social rightness has a decreasing tendency in the process of available economic substance distribution; b) the social justice decreases faster between the left and the center than between the center and the right; c) the social rightness decreases slower between the left and the center than between the center and the right 2 regarding the social rightness institutionalization principles - the clear separation, from an institutional point of view, between the distributional necessary compensation (related to the political right) and the distributional necessary reparation (related to the social rightness); - the assurance of sustainable descending trend (correlated with social policies, unrelated to the available economic substance distribution: health policy, education policy, social norms administration policy) of the social justice necessity and social rightness necessity9; - assuring an efficient normative frame from the social point of view of the social rightness administration; - the existence of a special chapter in the state budget for administrating the social rightness; - assuring the correct relationship between the FME and the social rightness: FME creates the possibility and necessity for social rightness The possibility is assured by the available economic substance obtained by organizing and functioning of the FME, and the necessity is assured by the FME failure in correlating the merit-based and the effective distribution of the available economic substance10 5 About the paradigm "functional market social economy" FMSE We shall revise some well known aspects: - the European commission asks for the realization of the FME, mentioning in its annual reports the minimum compulsory criteria for realizing it; - as we have shown above, the FME building presupposes not only checking the criteria established by the European Commission but also assuring internal stability and sustainability of this institutional construction11; - the FME sustainability implies the realization of the FME social efficiency, i e that way of distribution of the available economic substance that assures social justice and social rightness; the non realization of the FME social efficiency triggers the supreme penalty: FME compromising as a consequence of the economic impact (described by the standard mechanisms of request and offer) and of the social impact (the loss of people support for further FME functioning) We draw the conclusion that the social ingredient of the FME is a structural one Therefore, the FME expression contains the idea of social through the social efficiency On the basis of the above discussion, we state the following opinion: - the expression "functional market social economy" does not conceptually contain extra significations 12 from the expression "functional market economy"; - the expression "functional market social economy" does not bring extra elements, institutionally or pragmatic-politically; - the expression "functional market social economy" may contain important connotations (meanings) regarding the FME social aspects So, the expression "functional market social economy" is not a real paradigm different from the expression "functional market economy", but in the politic communication it has different significations than the expression FME and so, we believe it is wrong to use it in official documents or in scientific analysis Of course, the political parties or the civil organizations (as the employees' unions) will reveal a special tendency towards its utilization but these eventualities are not serious because they represent accepted rhetoric in the political, electoral and social game We believe that, from a scientific point of view, the correct expression is that of "functional market economy" We claim that the word "functional" from the "functional market economy" phrase covers the significance of "sustainable, reproducible", features that can be sustained only by assuring the social efficiency of the market economy: social justice and social rightness We should keep in mind that from the previous argumentation does not result that the expression "functional market social economy" is wrong or incorrect It is only redundant and that is why its use in other contexts than the official or scientific ones is not a mistake It is known that in rhetoric the redundancy is one of the most efficient persuasive ways 6 Some final remarks The functional market economy (FME) does not have an alternative because it is the only way of assuring the existence and human development basis, from the human nature perspective, from the economic reasoning perspective and from the general structure of civilization perspective The FME economic efficiency is not enough for maintaining and developing the FME The FME economic efficiency appears as a consequence, as a fundamental problem, as an institutional and pragmatic problem of the society The social efficiency represents, at the level of individuals, the purely economic effects of FME in the sense of checking the axiological matrix of each individual and of each society The social efficiency must not be regarded only from the individuals' perspective (natural right and social contract with the state) - this leads to the concept of social justice - or only from economic efficacy of the available economic substance distribution perspective - this leads to the concept of equity-efficiency trade-off FME represents the economic source of the human existence and the source of discrepancies between merit and merit rewarding These discrepancies form the core of social injustice Eliminating the social injustice - social rightness acting - is achieved by economic repairing (covering the difference between the effective distribution of the available economic substance and the deserve distribution on the basis of the contribution to the available economic substance obtaining) The social injustice is not mistaken by social justice: the social justice claims merit but not fair distributions while the social justice claims un-merit but fair distributions The need for social justice is one of the essential society pillars, maintaining and developing the FME As a consequence, the state must evaluate, project and implement normative and institutional structures for the social rightness functioning The economic radical reform strategies necessary for the economic transition cannot ignore the problem of the social rightness, under the penalty of a planned failure of the mentioned reform Selected bibliography 1 Buchanan, J M , Tullock, G (1999) The Calculus of Consent: Logical Foundations of Constitutional Democracy, Liberty Fund 2 Downs, A (1957) An Economic Theory of Democracy, New York Harper, USA 3 Popper, K R (2002) Conjectures and Refutations, Routledge, London, GB 4 Rawls, J (1971) A Theory of Justice, Cambridge, Massachusetts: Belknap Press of Harvard University Press, USA ? Emil Dinga is Professor of Economics, and of Economic Epistemology and Methodology, Senior researcher at Romanian Academy (Centre for Financial and Monetary Research "Victor Slavescu"), emildinga2004@yahoo com 1 See, for example, Anthony Downs, An Economic Theory of Democracy, New York Harper, 1957, which influenced, for example, the James Buchanan's works on the economic calculus (including the consent calculus) 2 See, for example, the Karl Popper's position regarding the smallest probability of the best hypothesis 3 The social security allowance is not a part of the social protection, although the standard theory treats it as such The explanation is very simple: the social security pension is a participation to the historical economic substance distribution (created by the retired person during his working days) 4 We exclude the cases in which the values matrix of the society is violated; the individuals that violate the axiological matrix are treated different by the society and are not the subject of discussion in the social justice analysis Excluding the deviants individuals from the social justice represents social justice towards the non-deviants individuals 5 See, also, the John Rawls' concept of fairness 6 Not fair, in the sense that they don't come from general human qualities, as in the social justice happens; just because they constitute losses that are not from the fault of the individual but from the fault of the economic system based on FME 7 Here, the term necessary has the meaning of inherent not one of the common sense related to utility 8 In this "social injustice intangible fund" enter the costs of the society administration by the state (the costs for controlling the social rightness and the social justice) 9 This trend cannot decrease forever (it can come close to zero and it is possible that further studies identify more natural levels although the concepts of natural sizes are of transcendental nature, therefore not scientific) so, a decreasing asymptotic tendency towards these natural levels could be accepted 10 Here we talk about the well known expression "market failure" (symmetrical with "state failure"); the market failure increases from left to right and the government failure increases from right to left Therefore, the general social administration must combine the market failure and the government failure The art of governing consists of institutional organizing of the reciprocal annulment of the two generic failures 11 For example, the accession to EU depends on meeting the criteria regarding the functional market economy (and, of course, the other Copenhagen's criteria) and also demonstrating the fact that the stabile tendencies of the national economy lead to the checking of the mentioned criteria The moment of accession must bring a more important thing than the meeting of the accession criteria; i e the integration of the national economy in the UE economy 12 Here with semiotic meaning, i e it does not refer to a different object or to new characteristics of a given object - - 2 